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ABSTRACT 



A systeni and method for processing transactions in 
renewable options in stocks or other securities. The 
system provides means for entry of customer data and 
renewable option transaction data, means for processing 
the data, and means for storing the data. Included in the 
transaction data is data regarding the criteria under 
which the renewable option investment will be re- 
newed, as well as data indicating the renewal premium 
for renewing the renewable option, which may be a 
fixed amount or an amount based on additional data. 
Through this system, the renewable option may be 
renewed periodically for a fixed period, until a desig- 
nated event occurs, or perpetually. Means for storing 
criteria imder which the renewable options are exer- 
cised, sold, or allowed to expire, and for processing the 
exercise, sale, or expiration of such renewable options, 
are also disclosed. Also disclosed is a method for pro- 
cessing transactions in such renewable options. 
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RENEWAL STATUS CODES 

A. Renew Put/Call, regardless of market price of security; 

B. Allow Call to expire if market price is below strike 
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on expiration date. Otherwise, renew the Put. 
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Otherwise, renew. 
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RENEWABLE OPTION ACCOUNTING AND 
MARKETING SYSTEM 

FIELD OF THE INVENTION 

This invention relates to investment accounting and 
marketing systems and, more particularly, to such a 
system for processing transactions in investments here- 
inafter referred to as renewable options. 

BACKGROUND OF THE INVENTION 

Institutions such as brokerage houses historically 
have used automated systems to process transactions in 
such investment vehicles as stocks, bonds, other securi- 
ties, and options. In the case of options, these systems 
process transactions in which the buyer of the option 
purchases the right to buy (in the case of a call) or sell 
(in the case of a put) a certain number of shares of a 
particular security at a given price. The purchaser of 
this right must exercise it before the expiration date of 
the option. If the buyer fails to exercise the option by 
the expiration date, or if the price of the underlying 
security for the option is such that the option is value- 
less immediately before its expiration, the purchaser of 
the option loses his or her entire investment. 25 

On the other hand, such non-renewable options pro- 
vide the purchaser with a great deal of leverage in that 
much higher returns on investment can be achieved 
with such options than can be achieved with transac- 
tions in underlying securities. Furthermore, while the 30 
option purchaser may lose his entire investment, the 
total amount of such an investment per option is typi- 
cally much less than the price of the underlying security 
and thus places a limit on the amount of money an inves- 
tor can lose. Further, such investments allow purchas- 35 
ers to participate in price changes of securities with far 
smaller investments than are required for purchasing 
underlying securities. 

The present invention solves these problems by pro- 
viding a system and method for processing transactions 40 
in investment vehicles which provide purchasers with 
the leverage and other advantages of non-renewable 
options, yet which also have the greater stability and 
long-term value of investing in underlying securities. 
Such a renewable option system and method would 45 
allow for repeated renewal of the options for such time 
periods as the lifetime of the option owner or even have 
no expiration (e.g. a permanent option). Ideally, such a 
renewable option system and method would be adapt- 
able for dealing in transactions through a multiuser 50 
market, or through matching individual buyers and 
sellers of such an investment. Such a renewable option 
system and method should also be adaptable for meeting 
regulatory requirements and being monitored by a regu- 
latory agency, if necessary. 55 

SUMMARY OF THE INVENTION 

An accounting and marketing system is provided for 
handling transactions in renewable option securities. 
More particularly, a terminal means is issued for entry 60 
and display of data including customer data such as a 
customer name and customer address, and renewable 
option data including data describing the security in- 
volved in the transaction, the number of options in- 
volved, the strike price of the option, and other relevant 65 
information. The system also includes means for pro- 
cessing the data entered in the terminal means and 
means for providing data transfer between the terminal 



means and the programmed processor means. The sys- 
tem also includes data storage means electrically inter- 
connected to the program processor means for storing 
data entered at the terminal means, including customer 
data and transaction data. The system also provides for 
means for entry, display, processing, and storage of 
information including a period under which the renew- 
able option will be renewed, and the renewable option 
premium if the option is to be renewed. Also provided 
is a method for accounting and marketing a renewable 
option transaction in a security comprising the steps of 
purchasing a selected number of renewable options in a 
particular security at a strike price and premium price 
which is fixed or calculable based on market data. Addi- 
tional steps include storing the number of renewable 
options purchased, the name of the security underlying 
the option, the strike price, the premium price or for- 
mula for determining the premium price, and other 
relevant data. The method also includes the step of 
storing the conditions under which the renewable op- 
tion is to be renewed, accessing appropriate data from 
which the determination can be made as to whether the 
renewal criteria have been satisfied, and renewing the 
renewable option if the renewal criteria are satisfied. 

BRIEF DESCRIPTION OF DRAWINGS 

FIG. 1 is a block diagram of a renewable option ac- 
counting and marketing system according to the present 
invention. 

FIG. 2 is a block diagram of a renewable option ac- 
counting and marketing system in accordance with the 
present invention which is different from FIG. 1 in that 
records storage and other data storage shown is part of 
a central processing system. 

FIG, 3 is a block diagram representing a client data 
file for storing information in accordance with the pres- 
ent invention. 

FIGS. 4a, 4b, 4c and 4d are block diagrams of other 
data files, including transaction-by-transaction renew- 
able option records (FIG. 4d), customer current ac- 
count status records (FIG. 4b), renewable options offer 
records (FIG. 4c) and an alternate embodiment of such 
records (FIG. 4d). 

FIGS. 5a, 5b and 5c are diagrams representing possi- 
ble video screen displays of the renewable option ac- 
counting and marketing system. 

FIGS. 6, 6a, and 6b are flow charts representing the 
steps followed by the system in completing the pur- 
chase of a renewable option. 

FIG. 7 is a flow chart representing the steps of the 
renewable option accounting and marketing system for 
writing a renewable option. 

FIGS. 8 and Sa-S/'show flow charts representing the 
steps of the renewable option accounting and marketing 
system for determining whether to allow a particular 
renewable option to expire, exercise the renewable op- 
tion, or renew the renewable option. 

FIG, 9 is a flow chart representing the steps of the 
renewable option accounting and marketing system for 
renewing the renewable option. 

FIG. 10 is a flow chart representing the steps of the 
renewable option accounting and marketing system for 
exercising a renewable option. 

FIG. 11 is a flow chart representing the steps of the 
renewable option accounting and marketing system for 
allowing a renewable option to expire. 
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DETAILED DESCRIPTION OF THE 
IlSfVENTION 

Referring now to the drawings, and more particu- 
larly to FIG. 1, there is shown a renewable option ac- 5 
counting and marketing system constructed in accor- 
dance with the invention. User terminals 10 and 12 are 
shown for entering account information for buyers and 
sellers of renewable options, as well as entering offers to 
buy, sell, and write renewable options. User terminals 10 
10 and 12 are linked by a data communications link to 
processing system 20. In the embodiment depicted in 
FIG. 1, two processing systems 20 and 22 and a central 
processing system 30 are shown. It would be recog- 
nized by one skilled in the art that the processing func- 15 
tions of processing systems 20, 22 and 30 may be in- 
cluded in a single unit or in a plurality of units intercon- 
nected by data communications links within the spirit of 
the invention. 

The processing systems process information and in- 20 
puts from the user terminals, store buyer and seller 
account records, and access client financial account 
records and current market information n underlying 
securities as well as in renewable options. The process- 
ing systems also may include means for determining the 25 
current date and time. The system may receive date and 
time inputs from users at input terminals, or access an 
internal clock for this purpose. Such processing may be 
internal at an institution such as a brokerage firm which 
creates its own market in renewable options. Altema- 30 
tively, a central processing system 30 may also be used 
which is accessible by a variety of institutional and 
other users to create a broader market in renewable 
options. A central processing system may, for example, 
be part of a central renewable options exchange. The 35 
central processing system may include more than one 
central processing system, for example, to also access 
market information for underlying securities which may 
exist at a central exchange. A separate central system 
for underlying securities market information is desig- 40 
nated by system 32. Finally, it may be necessary to 
regulate transactions in renewable options, e.g. to halt 
trading in renewable options when necessary. Access to 
the system to execute such regulatory control decisions 
is represented by regulatory control terminal 34 which 45 
is connected by data communication links to the pro- 
cessing system 20. 

Data storage means such as tape storage 46 and disk 
storage 48 are shown connected to processing system 20 
by data bus 54. Data storage means 46 and 48 store 50 
information such as client account information, finan- 
cial records of clients and records including data de- 
scribing each client's holdings in renewable options 
(including purchases and writings). For a system which 
does not interact with a separate central processing 55 
system 30, the data storage means accessible by the 
processing system 20 will also include access to the 
data, as shown in FIG. 2 and discussed below, accessi- 
ble by the central processing system. Processing system 
20 also has access to securities market data via securities 60 
market database 32. The processing system also has 
access to various output devices such as terminal 42 for 
printing out periodic statements and billing statements 
for each client. 

The central processing system (CPS) 30 is shown in 65 
FIG. 2. Data storage means such as tape storage 50 and 
disk storage 52 are shown connected to the central 
processing system 30 by data bus 56. The storage means 
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includes storage of records such as current offers to buy 
and write renewable options, listed by relevant informa- 
tion such as the name of the underlying security and the 
strike price requested. In a centralized system using a 
CPS 30, data links from the CPS to several terminals, 
such as broker terminal 10, and several processing sys- 
tems such as processing systems 20 and 22 will exist. 
Information with respect to current prices of underly- 
ing securities will either be accessible within the central 
processing system 32a, or externally accessible by the 
central processing system such as through market infor- 
mation database 32. 

FIGS. 3, 4a, 4b and 4c show examples of how the data 
files for various types of data stored in the system may 
be kept. Data storage means 46 and 48, for example, will 
include client information files such as the file depicted 
in FIG. 3. FIG. 3 shows a data file 72 including memory 
locations for account numbers, name, address, and 
phone numbers of each client. A file would be kept for 
each client. 

FIG. 4a shows an example of a data file 74 for storing 
information with respect to renewable options in tran- 
saction-by-transaction form. Such data storage is one 
example of the data stored in the storage means such as 
means 46 and 48. Each transaction may be designated 
by a transaction number. The account number of the 
buyer and seller/writer may be stored. Other informa- 
tion regarding the renewable option transacted, such as 
the name of the underlying security, the strike price, the 
number of renewable options transferred, and whether 
the option is a put or a call, may also be stored. Other 
information may be included in this file, such as the 
renewal/expiration date of the renewable option, the 
date of the transaction, the initial price of the renewable 
option, and the amount of the periodic payments (or the 
formula from which this amount may be calculated). 
Some of this information will not have to be stored for 
each transaction in some systems. For example, writer/- 
seller account numbers may not be needed in systems 
which writing and selling are limited to a single or a 
small number of entities. Sinwlarly, the renewal/expira- 
tion date may not be needed if the renewal dates are 
standardized. Other data files described herein are simi- 
larly only exemplary and may not require storage for all 
the data described in some systems. 

Account information such as the statement period, 
whether the client writes, or both writes and buys re- 
newable options, and other relevant information may 
also be stored. FIG. 4b provides an example of addi- 
tional data which may be stored in a client renewable 
option account such as may be stored at storage means 
50, 46, or 48. Subsets within this data file would include 
a file of renewable options owned by the particular 
client, which may be designated by information such as 
security name or code, the strike price of the renewable 
option, the number of renewable options owned, the 
date of the transaction, whether the transaction in- 
volved is a put or a call, and the renewal/expiration 
date of the renewable option. Information with respect 
to the renewable option premium due by the next rene- 
wal/expiration date of the option may take a variety of 
forms. A precalculable periodic payment amount may 
be stored as shown. Alternatively, data from which the 
next periodic payment amount may be. calculated, such 
as the market price of the underlying security at the 
time the renewable option was purchased, may be 
stored in this data file for processing by the processing 
system 20. Data file 76 is exemplary of a plurality of 
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data files describing each renewable option owned by 
the client. 

Similarly, a renewable option writer file with infor- 
mation reciprocal to the information stored in option 
owner file 76 may be stored in storage means 48, 50 or 5 
52. The renewable option writer file will include means 
for storing such information as the name of the security 
underlying the renewable option, the number of renew- 
able options written, the strike price of the renewable 
option, the renewable expiration date, and whether the 10 
renewable option is a put or a call. Information with 
respect to the amount of the premium due by the next 
expiration date may also be included, which may be 
either a precalculable amount or a number determined 
from stored data (such as the market price of the secu- 
rity at the time the renewable option was written) as 
described for renewable option owner account 76. 

Renewable call option writers will be required to 
cover the option written, typically by either owning the 
security underlying the renewable option or holding 
appropriate purchase orders in the underlying security. 
Renewable put option writers will be required to hold 
an appropriate short position in the underlying security. 
To insure adequate coverage for each renewable option 
written by the writer, information such as the number of 
shares of the underlying security owned by the writer 
(in this case of call options) and the existence of stop or 
limit orders in the security may also be stored in the 
renewable option writer file. 2o 

FIG. 4c shows a data file 78 which may be used to 
store offers to buy and write renewable options in data 
storage means 52. The file is part of one system which 
may be used to link buy and sell offers in a system hav- 
ing many buyers and sellers. As one alternative to this 35 
system, as shown in FIG. 4J, a single writer may write 
all the options requested from a particular broker at 
prices reflecting renewable option market prices or by 
other formulas (such as a function of current interest 
rates). ^ 

For the system shown, however, the data file includes 
means for storing an account number, and may also 
include means for storing a listing agent account num- 
ber which may be necessary if the data file is kept in a 
central location accessed by more than one listing 45 
agent. The data file also includes means for storing 
information such as the identifier for the underlying 
security, whether the offer is for a put or a call renew- 
able option, whether the offer is to buy or to sell or 
write a renewable option, and the number of renewable 50 
options offered. The strike price may be stored in the 
offer data file, either as a preselected number or by a 
number which varies with the market price of the un- 
derlying security (e.g. a fixed percentage). An offer 
price is also listed which is either a preselected amount 55 
or an amount which varies according to a predeter- 
mined formula, typically as a function of the market 
price of the security. The date and time of the offer 
should be recorded as well, or some other indicator of 
the sequence of the offer as compared to other offers 60 
such as an offer number. Finally, means for storing the 
type of offer should be provided to indicate whether the 
offer is a limit order, a stop order, or an order to buy, 
sell, or write at the prevailing market conditions. 

FIG. 5a shows an example of one display which may 65 
appear on a CRT screen or other output device in con- 
junction with the invention. The screen shown displays 
the current bid and ask prices for renewable options in 
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a given security, designated as XXX Corp; as may be 
displayed for a multi-access system such as an exchange. 

The current market price of the underlying security is 
listed on the display. Offer prices are listed according to 
strike price, which may (as shown) be described in set 
increments, or may be equal to or related to the current 
market price of the security. Bid (buyer offer) and asked 
(written offer) prices are also listed for each strike price. 
Alternatively, a single price representing the current 
market price of the renewable option at each strike 
price may be listed. As a third alternative, the price of 
each renewable option may also be set by the listing 
agent or the writing agent for the listing agent if the 
market is generated internally by the listing agent rather 
than through a multi-access exchange. Prices may even 
be set by standardized formulas. Prices may obviously 
be affected by a variety of factors, but writers may well 
choose to list the price of the renewable options as a 
fixed percent of the strike/market price on the basis of 
prevailing interest rates and stock dividends yields, for 
example. 

A CRT screen or other suitable display device may 
also be used to display client account information and 
prompt the user for selecting various options as indi- 
cated by the flow charts described below. 

FIG, 5b shows an example of an account statement 
for a client owning renewable options. The account 
statement may appear on a CRT screen, printed on 
paper and distributed to the customer, or by other out- 
put means. The account statement will include the cus- 
tomer name and account number and the date. Al- 
though not shown here, the statement may be combined 
with information from other customer accounts. In one 
version of the statement, as shown, renewable option 
account status information is divided into renewable 
options owned and renewable options written. The 
example account shown in FIG. 56 is such an account 
statement for a customer who owns renewable options 
but whose current account includes no options written 
by the customer. A statement for written options would 
have similar information plus it may have information 
regarding the account holder's position in underlying 
securities. The information in the renewable options 
owned section of the statement includes the description 
of each option held by name of the underlying security, 
whether the option is a put or a call, the number of 
options held, strike price, the premium due by the next 
renewal date, the renewal date (if already determin- 
able), and the renewal status of each security, 

FIG. 5c lists possible renewal status codes for use in 
accordance with the invention. These codes may be 
used as shown in FIG. 56 to designate the status of each 
particular renewable option owned by the customer, or 
may designate the status for all renewable options 
owned by a particular customer. The status of each 
option is stored with other data regarding each option 
owned by a customer, so that the system may either 
execute the renewable option, allow it to expire, or 
renew the option without further instructions. The sta- 
tus codes may be default codes in that they may be 
replaced, for example, by an order to immediately exe- 
cute the renewable option. If such an order is received 
by the system, the system would automatically branch 
to the EXERCISE subprogram discussed below. 

As suggested by the renewal status codes shown in 
FIG. 5c, the determination of whether to renew, exe- 
cute, or allow to expire a given renewable option de- 
pends on both the decision of the owner of the option or 
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agent of the owner reflected by the choice of renewal 
status codes (inputted either directly by the option 
owner, or through his broker or other agent), and pre- 
vailing market conditions in the underlying security. 
For the account shown in FIG. Sb, for example, the 5 
customer's call renewable option for 200 shares (i.e., 2 
options) of XXX Corp. at a strike price of $95 has re- 
newal status A. Under this renewal status, if the price of 
shares of XXX Corp. are $95 or more, the customer 
account will be automatically debited for the amount of 10 
premium ($475 per option contract) when the premium 
payment becomes due. 

If the price of XXX Corp. shares falls below $95, the 
call option premium due may either remain at the pre- 
calculated amount, default to a second (lower) predeter- 15 
mined amount, or be calculated according to prevailing 
market conditions. The market value of the renewable 
option may fall below the premium price shown on the 
account statement when the market price of the under- 
lying security falls below the strike price. For example, 20 
if there is a market in renewable options such that re- 
newable call options for XXX Corp. at a strike price of 
$95 have a market value when the price of shares of that 
stock fall below $95, the system may automatically 
re-calculate the premium to reflect that market price. 25 
The new premium price may either equal the market 
price of calls at the $95 strike price, or be related to that 
market price (e.g. with a fixed or proportionate mark-up 
from the market price). The re-calculated premium 
price may be a function of other factors as well, such as 30 
the amount of prior premium payments, the difference 
between the strike price and the market price of the 
shares, the amount of time before the next renewal date 
of the option, etc. The data from which the re-cal- 
culated premium may be determined may be stored 35 
elsewhere in the system, for example in client records or 
in transactional records, described above. This data will 
be accessed as necessary to re-calculate the premiiun 
price. In no event, however, should the premium price 
exceed the precalculated premium price. 40 

For the renewable option call in 100 shares of XXX 
Corp. at a strike price of $100, FIG. Sb indicates a re- 
newal status of B. Under this renewal status, a customer 
will also be automatically debited for the premium 
shown ($5.00/share) if the market price of XXX Corp. 45 
shares is at or above $100. Renewal status B differs from 
renewal status A, however, in that the option is not 
renewed if the price of XXX Corp. shares falls below 
the strike price ($100) for status B at the expiration/- 
renewal date. 50 

Also shown in FIG. Sb is ownership of a renewable 
put option in ABC, Inc. at a strike price of $85. The 
renewal status of this option is E, which (as shown in 
FIG. 5c) indicates that the put will be renewed unless 
the market price of the underlying security falls below 55 
the strike price on the expiration date. Thus, if price per 
share of ABC, Inc. is equal to or greater than $85 on the 
renewal date, the customer account is automatically 
debited for the amount of the premium. If ABC, Inc. 
shares are at $85, the premium is $4.25 per option. If the 60 
market price exceeds $85, the premium may either re- 
main $4.25, default to a second, lower premium price 
(e.g. $2 per option), or default to an amount related to 
the market value of the renewable put option on the 
renewal date. If the market price of ABC, Inc. is below 65 
$85 per share (e.g. $80 per share), the renewable put 
option is exercised. The exercise will typically result in 
the former owner of the renewable put option receiving 
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a cash credit equal to the profit from selling the shares 
of ABC, Inc. to the writer at $85 per share when shares 
of ABC, Inc. may be purchased at $80 per share (such 
profit equaling $5 per share) minus commissions or 
other transactional costs. Alternatively, exercise may 
result in the former renewable put option owner actu- 
ally selling 100 shares of ABC, Inc. to a writer at $85 
per share. 

Although not shown in the display shown in FIG. Sb, 
other renewal statuses may also be used for renewable 
call options. One such status is status code C, shown in 
FIG. Sc. Under status code C, the system will renew the 
renewable call option if the market price of the underly- 
ing security is equal to or less than the strike price of the 
option, the premium being calculated in one of the ways 
suggested for renewal status code A and B. However, 
the renewal status C differs from statuses A and B in 
that, if the market price of the underlying security ex- 
ceeds the strike price, the option will be exercised. For 
exercise, the owner of the renewable option may pur- 
chase the number of shares in the underlying security 
specified in the option from an assigned writer of an 
identical renewable option at the strike price. Alterna- 
tively, the renewable option may be exercised by a cash 
transaction which credits the option owner with the 
profit due, minus any applicable conmiissions. 

Additional status codes may be used, or the listed 
status codes may be combined to provide additional 
options. For example, an option may be made available 
which would allow the renewable option owner to 
exercise the call if the market price of the underlying 
security exceeds the strike price, and allow the call to 
expire if the market price of the imderlying security is at 
or below the strike price of the renewable option. More- 
over, options may be described in terms of repeated 
renewals unless an event occurs. For example, the re- 
newable option may have a fixed time limit (e.g. 10 or 
20 years). Alternatively, the option may be renewable 
for the life of its owner, or even permanently (e.g. "per- 
manent option")- Renewal status codes F, G, Y and Z 
are discussed below. 

Turning now to the operation of the system, FIGS. 6, 
6a and 6b, show flow charts for a system procedure for 
buying a renewable option. A request to access the 
buy-renewable-option system (100) is typically received 
from a terminal (10, 12) either directly from a customer 
or through a broker for a customer. The buyer's ac- 
count code is inputted (102). As an option, the system 
may branch (104) to a subsystem (106) which will assist 
a customer or the broker in selecting an appropriate 
renewable option to purchase, e.g. by displaying avail- 
able options by field of business. 

The desired underlying security and put or call desig- 
nation is inputted (108). As an example for the purposes 
of describing the system, it will be assumed that a user 
has inputted a security by the name of XXX Corp. and 
that the option desired is a call option. The system may 
also access the current market data file to determine the 
current market price of the underlying security, XXX 
Corp. [not shown]. 

Typically, the offer to be considered by the buyer 
will be written directly by the broker. Thus, the system 
may access the broker/writer's existing offers to write 
reneyvable options in the form of calls for XXX Corp. 
(110, 112). Alternatively, the buyer may choose to ac- 
cess a market database for offers, if available (110, 116.) 

The system may display 112 or alternatively 118 the 
relevant offers by strike price, renewable option price. 
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or other relevant information. The customer can then 
choose whether to accept an existing offer (114 or alter- 
natively 120). If an offer is accepted, the system may 
then confirm the transaction (150) and calculate the 
amount due for purchasing the renewable option (154, 5 
160) (if such amount is not already calculated) and other 
relevant information, such as the renewal/expiration 
date (164). At this time, or at another time prior to the 
renewal/expiration date, the buyer or his/her agent 
may choose a renewal status code (168), discussed fully 10 
above. 

The appropriate customer accounts would then be 
accessed to record the transaction and modify appropri- 
ate financial accounts to reflect that the payment is due 
or has been debited or credited to the customer's and 15 
writer's existing accounts (172). Databases are also 
modified as appropriate to reflect the transaction. 

Alternatively, the customer may wish to input a stop, 
market, or limit order for a particular renewable option 
(122, 126), either by listing specific terms such as renew- 20 
able option price and strike price, or by entering an 
offer conditional on market conditions. This offer will 
then be placed on the renewable option listing database. 
The offer will remain on the system until a writer of a 
renewable option accepts the offer conditions (124) or 25 
the offer is cancelled (126). If accepted, the transaction 
will be confirmed and files updated accordingly (see 
FIG. 6a). 

It is believed that the market in renewable options is 
most likely to be created by brokers or similar institu- 30 
tions dealing directly with customers desiring to pur- 
chase renewable options. Such institutions are likely to 
set the market conditions for the renewable options. It is 
also within the spirit of the invention, however, to make 
the system operable with a renewable option exchange 35 
which would accept and match offers to purchase, sell, 
and write renewable options. In a renewable options 
exchange, the renewable options may be written by a 
variety of entities, rather than a single institution such as 
a broker. Either marketing system is adaptable to the 40 
present invention. 

Once the transaction takes place, customer account 
and financial files will be adjusted accordingly (172). 
The account of the writer, which may be the listing 
agent or broker or, alternatively, a third party such as a 45 
pooled, multi-investor writer's fund, will be appropri- 
ately modified to indicate the existence of the renewable 
options and relevant data such as strike price and num- 
ber written. Other databases may be updated as neces- 
sary, such as transactional records. If the renewable 50 
option transaction has been the result of either an offer 
to sell or an offer to buy the renewable option listed on 
the renewable option market listing data base, the data 
base will be adjusted appropriately to indicate that such 
offers are no longer available. The writer's account may 55 
also be adjusted to indicate that the writer must hold an 
appropriate position in the underlying security for the 
renewable option. For example, the writer would have 
an appropriate position if he or she owned a number of 
shares in XXX Corp. equal to the number of renewable 60 
call options purchased by the buyer. 

The system may also provide for various billing op- 
tions. One billing option is the period of time between 
bills, e.g. monthly or quarterly. Preferably, the billing 
period would be no longer than the period of time be- 65 
tween renewal dates for any given option which is part 
of the customer's holdings. The billing period may be 
standardized rather than selected by the customer. 
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Other billing options include the choice of renewal 
status codes (168), discussed in conjunction with FIG. 
5c. 

Turning now to FIG. 7, the aspect of the system for 
processing the writing of a renewable option is shown. 
As stated previously, the system may involve only a 
single writer who essentially sets the conditions at 
which it will write renewable options for customers. 
Under such circumstances, the writer will determine 
what underlying securities, strike prices, and renewable 
options prices will be satisfactory terms for writing 
options and customers will either accept the terms or 
not purchase renewable options. Alternatively, the 
writer may write options at terms more responsive to 
market conditions. The writer is more likely to be re- 
sponsive to market conditions when there are other 
writers from whom customers may purchase the renew- 
able options. In either event, however, it is likely that 
the writer will make the terms or its offer to write avail- 
able to potential purchasers, and/or determine whether 
potential renewable option purchasers exist and on 
what terms they seek to purchase the renewable option 
(210, 220). The writer may either list the terms and 
conditions of its offer to write renewable options (240), 
or accept the terms of an existing offer to purchase 
renewable options (222). 

Unlike the procedures for purchasing the renewable 
option, the procedure for writing an option includes a 
determining of whether the writer has an adequate 
position in the underlying security to qualify it for writ- 
ing the option (228). Once the transaction is completed, 
the writer's account will be updated, with the money 
received from the purchase of the renewable option 
credited (270, 272). The flow chart shown in FIG. 7 
could be used for either a system for which a variety of 
entities may be writing renewable options, or alterna- 
tively for a system in which the institution which deals 
with the renewable option purchasers handles the writ- 
ing of renewable options internally. 

Once the number of renewable options to be written 
is determined, the system determines whether the 
writer needs to own stock in the imderlying security, in 
the case of a call. In the case of a put, the inquiry would 
be whether the writer needs to hold a short position in 
the underlying security, i.e. the funds to cover the un- 
derlying security from the put purchasers at the strike 
price. A determination of whether either of these posi- 
tions must be held by the writer (228) is determined by 
comparing the market price of the underlying security 
to the strike price of the renewable option. In the case of 
calls, if the market price of the stock is less than the 
strike price, the writer need not own the underlying 
security. Instead, the writer need only hold a limit buy 
order at the strike price. If such an order is not already 
in place, such an order must be set (230) before the 
options can be written by the writer. In the case of a 
put, if the market price of the security is above the strike 
price, the writer need only have a limit short sale order 
in the security at the strike price. If such a position is not 
already held by a writer, such a position will be set (230) 
before such an option will be written. 

If the writer of the option cannot cover his position 
by entering a limiting buy or sell order, or chooses not 
to do so, his position may be covered by purchasing the 
underlying security (in the case of writing renewable 
call option in that security) (260, 262, and 264). Writers 
may wish to monitor market conditions so that, for 
example, stock bought to cover a renewable call option 



are sold when the price of the stock falls below, the 
strike price. It should be noted that a renewable call 
option writer having a margin account will be able to 
borrow more money to write options (or for other pur- 
poses) as the underlying security rises in value, and will 5 
have other rights and duties appurtenant to a margin 
account. 

As shown above, each completed renewable option 
transaction is stored in the buyer's and the writer's ac- 
count data files. The system reviews each account on a 10 
periodic (such as a daily) basis to execute renewal, expi- 
ration» or exercise orders according to the renewal 
status of each renewable option. FIG. 8 is an example of 
how the system may review each renewable option held 
in a given customer account. A customer's account file 15 
is accessed (300). Unless the customer owns no renew- 
able options (302, 304), the system reviews each renew- 
able option held by the customer individually elements 
306 through 418. Whether a given renewable option 
will be renewed, will expire, or will be exercised de- 20 
pends on the renewal status and any data which pro- 
vides a condition to the renewal status (e.g. the market 
price and the strike price of the security in the case of 
Renewable Status B). Continuing with the example 
account displayed in FIG. Sb, the XXX Corp. call at a 25 
strike price of $95 is reviewed. The renewal status of 
this option is A. Thus, this option is sent to the RE- 
NEWAL subprogram (320, 322), discussed in accor- 
dance with FIG. 9. The XXX Corp. call at a strike price 
of $100 has renewal status B. Thus, if the market price 30 
of XXX Corp. is less than $100, the renewable option is 
processed through the EXPIRE subprogram (330, 332, 
336) If the market price of the stock is not less than the 
strike price of $100, the system will branch to the re- 
newal date query (330, 332, 334). Further, if the renewal 35 
date is today, the renewable option is processed through 
the RENEWAL subprogram (334, 338). Otherwise, if 
the renewal date is not today, the system branches to 
the INCREMENT subprogram (334, 335). Each re- 
newable option is similarly processed and referred to 40 
either the renewal, expiration, or exercise program. 

As shown in FIG. 8, renewal status code C will result 
in a branch to the EXERCISE CALL subprogram if 
the market price of the underlying security exceeds the 
strike price. Otherwise, the system branches to the RE- 45 
NEWAL subprogram. For renewal status D, the sys- 
tem branches to the EXPIRE subprogram if the market 
price of the underlying security exceeds the strike price 
of the renewable put option. Otherwise, the system 
branches to the RENEWAL subprogram. For renewal 50 
status E, the system will branch to the EXERCISE 
subprogram if the market price is less than the strike 
price of the renewable put option. Otherwise the system 
branches to the RENEWAL subprogram. 

Renewal status codes may also give the system in- 55 
structions according to the market price of the security 
imderlying the renewable options. Renewal status codes 
F, G, H, and I in FIG. 5c are examples of such codes. 
Selection of renewal status code F, for example, in- 
structs the system to exercise the renewable call option 60 
when the market price of the security underlying the 
renewable option is equal to or greater than a selected 
limit price. For example, an owner of a renewable call 
option, e.g., ABC Corp., a strike price of one hundred 
may enter an order to sell the call option if the market 65 
price of the security is at least $1 10 in order to receive 
at least ten dollars per renewable option (minus commis- 
sions). If the market price of the underlying security 
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does not equal or exceed $110 during the renewable 
option period, the option will be renewed. Renewal 
status code G operates reciprocally for a renewable put 
option, 

A variety of other status codes may be used as well. 
Two additional status codes, labeled Y and Z, are 
shown so labeled because they are default status codes 
to be used if no other status code is selected. Status code 
Y pertains to renewable call options. Under this status, 
the option will be exercised automatically at the end of 
the renewable option premium period if the market 
price of the underlying security exceeds the strike price 
of the option. If the market price of the underlying 
security does not exceed the strike price of the option at 
the end of the period, the option is allowed to expire. 
Renewable options status code Z pertains to renewable 
put options. Under that status, the option will be re- 
newed if the market price of the underlying security is 
less than the strike price of the renewable put option. 
The option will be allowed to expire if the market price 
of the underlying security is not less than the strike 
price of the option. 

Not shown on the Renewal Status Code Chart, but 
another option with the described system, is the provi- 
sion of an instant exercise option. Such an option would 
direct the system to exercise the option at current mar- 
ket conditions inmiediately. Addition of this option 
could be easily achieved by having the system respond 
to an input commanding the system to go immediately 
to the exercise CALL subprogram (see FIG. 10). 

As is clear from FIGS. 8 and 8^-8/ a variety of other 
renewal status codes may be used with other branching 
conditions. For example, another that could be used is 
an option that would automatically exercise a renew- 
able call option if the market price of the security was 
above the strike price, and allow the renewable call 
option to expire if the market price was at or below the 
strike price of the security. 

FIG. 9 shows the RENEWAL subprogram proce- 
dure for renewing a renewable option. The procedure 
shown is for a renewable call option. A renewal put 
option would be treated similarly on renewal except 
that the determination of whether the current premium 
is a function of the initial premium (424) or a function of 
current market price of the underlying security, the 
strike price, and/or the current market value of the 
renewable option (426) would be conditioned on 
whether the market price of the underlying security 
was lower rather than higher than the strike price. Once 
the premium is determined, the client account is debited 
in the amount of the premium payment and the data 
regarding the owner and the renewable option are 
stored to indicate the basis for the debit. The premium 
payment due to the writer is calculated and credited 
although not shown in the flow chart shown in FIG. 9. 
Commissions will be added to or deducted from the 
payments made and received by the renewable option 
owner and writer, respectively. 

FIG. 10 shows the EXERCISE (CALL) subprogram 
procedure for exercising a renewable call option. The 
procedure shown is consistent with exercising a renew- 
able option in accordance with a renewal status auto- 
matically on the renewal/expiration date, or alterna- 
tively of being used should a renewable option owner 
desire to exercise the option immediately. The program 
is shown for exercising a renewal call option. As shown, 
the amount due (equal to the number of renewable 
options owned, multiplied by the difference between 



13 



4,823,265 



14 



the market price and the strike price of the security, 
minus any commissions or additional expenses) is calcu- 
lated. A renewal put option exercise will be processed 
similarly except that, at 454, the calculated amount due 
will depend on the difference between the strike price 5 
minus the market price. The option owner's and writer's 
accounts and the system files are updated to reflect the 
effect of exercising the renewable option. 

Not shown in FIG. 10, but an alternative to the exer- 
cise procedure of FIG. 10, is the provision of a system 10 
which would actually transfer shares to the renewable 
call owner on exercise. Also not shown is the reciprocal 
alternative system for a renewable put option, which 
would involve the transfer of shares from the renewable 
put option owner to the renewable put option writer at 15 
the strike price. 

In the preferred operation of the system, the writer of 
a renewable call option will own the stock underlying 
the option and hold all of the incidents of ownership of 
that stock including voting rights and the collection of 20 
dividends. A writer who sells the underlying security 
short will be expected to pay dividends on the underly- 
ing securities as they accrue. The system may also be 
adapted for debiting or crediting of a writer's account 
for dividends, as appropriate. 25 

FIG. 11 shows the EXPIRE subprogram for record- 
ing the expiration of a renewable option. As shown, the 
writer's account is modified to reflect the expiration of 
the option, which means that the writer does not have 
to cover a position in the security for which the renew- 30 
able option was written. The renewable option owner's 
account is also modified to reflect the expiration of the 
option. 

Not shown on the flow charts or reflected in the 
status codes, but within the spirit of the invention, is the 35 
provision to renewable option purchasers of the right to 
sell their respective interests in renewable options. For 
example, the owner of a renewable call option may wish 
to sell his or her option back to the writer, to the institu- 
tion which handles his account, or on an open market 40 
for trading in renewable call options. Put options may 
be similarly treated. Such a system would include ac- 
cess to information from which the market value of the 
renewable option could be determined, means for stor- 
ing records of the transfer of ownership, and means for 45 
updating customer and transactional data files to reflect 
the transfer of ownership and the crediting and debiting 
of accounts. 

The system has standard features of systems for pro- 
cessing customer investments and accounts. For exam- 50 
pie,* customers will be periodically provided with ac- 
count statements and, if necessary, billing statements 
reflecting the status of their accounts, how that status 
has changed over the previous period, and any pay- 
ments due from or to the account holder. Monthly or 55 
quarterly statements will typically be adequate for most 
investors, major clients or writers may desire updates 
daily or even more frequently. The system will also 
accept deposits, such as premium payments, from cus- 
tomers, crediting them to their accounts. The system 60 
will also be capable of taking into account changes in 
the situation of the underlying securities, such as stock 
splits, mergers, buy-outs, etc. 

The, system shown is believed to be acceptable to 
regulatory agencies. The invention should be construed 65 
as including any obvious modifications required by 
regulatory agencies now or in the future, however. 

What is claimed is: 



1. An automated renewable option accounting and 
marketing system comprising: 

first data storage means for storing data describing a 
holding in a renewable option in an underlying 
security; 

second data storage means for storing criteria under 
which the renewable option will be renewed; 

access means for accessing market and date data from 
which a determination can be made as to whether 
the renewal criteria has been satisfied; and 

data processing means for processing said first data 
storage means data, said second data storage means 
data, and said market and date data such that the 
renewable option is renewed when the renewal 
criteria are satisfied. 

2. The automated renewable option accounting and 
marketing system according to claim 1 wherein the first 
data storage means includes means for storing renewal 
premium data from which the renewal premium may be 
calculated; and the data processing means includes 
means for determining the amount of renewal premium, 

3. A method for accounting and marketing a renew- 
able option transaction involving an underlying security 
comprising the steps of: 

storing transaction data describing a transaction in 
renewable options for an underlying security in- 
cluding the number of renewable options pur- 
chased, a strike price of the renewable option, and 
renewal data from which to calculate a renewal 
premium of the renewable option on renewal; 

storing market and date criteria under which the 
renewable options will be renewed; 

accessing market and date data from which a determi- 
nation can be made as to whether the renewal crite- 
ria have been satisfied; 

processing the transaction data, the market and date 
criteria, and the market and date data to determine 
whether to renew the renewable option; and 

processing the renewal data and market data to deter- 
mine the renewal premium. 

4. The method for accounting and marketing a re- 
newable options transaction in accordance with claim 3 
wherein the step of storing the market and date criteria 
includes storing criteria for indicating that the renew- 
able option is not to be renewed after a selected date. 

5. The method for accounting and marketing a re- 
newable option transaction in accordance with claim 3 
further comprising the steps of: 

storing the market and date criteria under which the 
renewable options will be exercised; and 

processing the transaction data, market and date data, 
and market and date criteria to determine whether 
the renewable option should be exercised. 

6. The method for accounting and marketing of a 
renewable option transaction in accordance with claim 
3 further comprising the steps of: 

storing the market and date criteria under which the 
renewable options will be allowed to expire; and 

processing the market and data criteria and market 
and dated data to determine whether the renewable 
option should be allowed to expire. 

7. The method for accounting and marketing a re- 
newable option transaction in accordance with claim 3 
further comprises the steps of: 

storing the market and date criteria under which the 
renewable options will be sold; and 
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processing the market and data criteria and market 
and date data to determine whether the renewable 
options should be sold. 

8. The method for accounting and marketing a re- 
newable option transaction in accordance with claim 3 5 
wherein processing the renewal data and market data to 
determine the renewal premium includes the step of 
setting the renewal premium at an amount which is a 
function of the original premium of the renewable op- 
tion under certain criteria. 10 

9. The method for accounting and marketing a re- 
newable option transaction in accordance with claim 3 
wherein processing the renewal data and market data to 
determine the renewal premium includes the step of 
setting the renewal premium at an amount which is not 15 
a function of the original renewable option premium 
and is less than the original renewal option premium 
under certain criteria. 

10. An automated renewable option accounting and 
marketing system for a transaction involving an under- 20 
lying security comprising; 

(a) terminal means for entry and display of data in- 
cluding customer data and renewable option trans- 
action data including buy and sell data; 

(b) programmed processor means for processing the 25 
data entered at the terminal means; 

(c) first data communications means for providing 
data transfer between the terminal means and the 
programmed processor means; 

(d) data storage means electrically interconnected to 30 
the programmed processor means for storing data 
including data entered at the tenninal means, the 
data stored in the data storage means including 
individual customer data including customer name, 
address, and account identifier data and renewable 35 
option transaction data including transaction iden- 
tifier data and renewable option premium data; 

(e) means interconnected to the programmed proces- 
sor means for providing the programmed processor 
means with date data and market data; and 40 

(f) program means for processing the renewable op- 
tion premium data, date data and market data to 
determine whether a renewal premium is due and 
the amount of the renewal prenaium due. 

11. An automated renewable option accounting and 45 
marketing system in accordance with claim 10 further 
comprising: 

processor means for automatically processing and 
confirming a renewal transaction of the renewable 
option, including the processing of the renewal 50 
premium and processing the customer account to 
reflect the renewal of the option. 

12. An automated renewable option accounting and 
marketing system in accordance with claim 10 compris- 
ing: 55 

processing means for renewing the renewable option 
by automatically processing a subsequent transac- 
tion in the renewable option, the renewal premium 
determinable as a function of the stored renewable 
option transaction data, data data, and market data; 60 
said processing to occur before said renewable 
option expires. 

13. A renewable option accounting and marketing 
system according to claim 12 wherein the processing 
means is further responsive to the renewable option 65 
premium data, date data, and market data such that the 
renewable option will prevent renewal after a fixed 
period of time. 



14. A renewable option accounting and marketing 
system according to claim 10 wherein the program 
means includes means for renewing the option for the 
lifetime of the option owner. 

15. A renewable option accounting and marketing 
system according to claim 10 wherein the program 
means includes means for renewing the option without 
any time limit. 

16. A renewable option accounting and marketing 
system according to claim 10 further comprising pro- 
cessing means responsive to an exercise criteria for 
processing and confirming the exercise of the renewable 
option. 

17. A renewable option accounting and marketing 
system according to claim 10 further comprising pro- 
cessing means responsive to sell criteria for processing 
the sale of the renewable option. 

18. A renewable option accounting and marketing 
system according to claim 10 further comprising means 
responsive to expiration criteria for processing the expi- 
ration of the renewable option. 

19. A renewable option accounting and marketing 
system according to claim 10 further comprising means 
for placing a request to complete a transaction in said 
renewable option including: 

means for proposing terms of the renewable option 
transaction including renewable option strike price 
data and renewable option market price data; 

means for transferring the proposed terms of the 
renewable option transaction request to a market 
database; and 

means for responding to an acceptance of the request 
by processing and confirming the transaction ac- 
cording to the accepted transaction terms. 

20. A renewable option accounting and marketing 
system according to claim 10 wherein the program 
means includes means for calculating a renewal pre- 
mium which is a function of the market price of the 
underlying security at a time subsequent to the time of 
the initial investment transaction. 

21. A renewable option accounting and marketing 
system according to claim 10 further comprising means 
for periodically providing customer account informa- 
tion including the number of renewable options held by 
the customer, said information including an identifier of 
the security underlying the renewable option, the strike 
price of each renewable option, the renewal date of 
each renewable option, and the next renewal premium 
of each renewable option. 

22. A renewable option accounting and marketing 
system according to claim 10 further comprising means 
for periodically debiting customer accounts, billing 
customers for renewal premiums, and confirming re- 
newal option transactions, renewals and expirations. 

23. A renewable option accounting and marketing 
system according to claim 10 further comprising means 
for selecting a renewal period, 

24. A renewal option accounting and marketing sys- 
tem according to claim 10 further comprising means for 
matching offers to buy renewable options with offers to 
sell renewable options to complete transactions in re- 
newable options, 

25. An automated renewable option accounting and 
marketing system comprising: 

first processing means responsive to a customer infor- 
mation request for accessing customer account 
information; 



second processing means responsive to a transaction 
request for accessing market data indicating the 
terms and availability of a transaction in a perma- 
nent option in an underlying security at a strike 
price; 

third processing means for making said market data 
available to a user of the system; 

first program means responsive to a transaction re- 
quest by the user of the system for determining 
whether the customer account includes holdings 
adequate for the customer to write a requested 
number of renewable options at the strike price; 
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second program means responsive to said determina- 
tion of the adequacy of the customer account hold- 
ings that such holdings are adequate for processing 
and confirming a transaction in said permanent 
option at a particular strike price and renewable 
option premium; 
storage means for storing initial transaction data in- 
cluding said strike price, said initial renewable op- 
tion premium, renewal data and the market price of 
said underlying security; and 
fourth processing means for processing and monitor- 
ing renewal transactions and expirations of said 
renewable options. 
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